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earned. Since the termination occurred after
A earned his salary for the month of Octo-
ber, the contribution for October is an em-
ployer contribution to which the exclusion
provided in this paragraph applies. For the
months November and December, A’s full
salary of $1,200 per month is includible in his
gross income whether or not his employer
makes contributions for a section 403(b) an-
nuity.

(4) Two or more annuity contracts. If,
during a taxable year of an employee,
this paragraph applies to amounts con-
tributed (including amounts which are
considered to be contributed under sub-
paragraph (2) of this paragraph) by his
employer for two or more annuity con-
tracts for such employee, such two or
more annuity contracts shall, for such
taxable year, be considered a single
contract for purposes of applying the
rules contained in this paragraph.

(5) Employees performing services for
public schools. For purposes of this sec-
tion, a person shall be considered an
employee who performs services for an
educational institution (as defined in
section 151(e)(4)) if he is performing
services as an employee directly or in-
directly for such an institution. Thus,
for example, the principal, clerical em-
ployees, custodial employees, and
teachers at a public elementary school
are employees performing services di-
rectly for such an educational institu-
tion. An employee who performs serv-
ices involving the operation or direc-
tion of a State’s, or political subdivi-
sion’s, education program as carried on
through educational institutions (as
defined in section 151(e)(4)) is an em-
ployee performing services indirectly
for such institutions. An employee par-
ticipating in an ‘‘in-home’ teaching
program is included since such pro-
gram is merely an extension of the ac-
tivities carried on by such educational
institutions. On the other hand, a per-
son occupying an elective or appointive
public office is not an employee per-
forming services for an educational in-
stitution unless such office is one to
which an individual is elected or ap-
pointed only if he has received train-
ing, or is experienced, in the field of
education. The term ‘‘public office’ in-
cludes any elective or appointive office
of a State, a political subdivision of a
State, or an agency or instrumentality
of any one or more of the foregoing.
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Thus, for example, a regent or trustee
of a State university or a member of a
board of education is not an employee
performing services for an educational
institution. On the other hand, a com-
missioner or superintendent of edu-
cation will generally be considered an
employee performing services for an
educational institution.

(¢c) Taxation of amounts received under
annuity contracts—(1) In general. The
amounts received by or made available
to any employee under an annuity con-
tract to which paragraph (a) or (b) of
this section applies shall be included in
the gross income of the employee for
the taxable year in which received or
made available, as provided in section
72 (relating to annuities). For taxable
years beginning before January 1, 1964,
section 72(e)(3) (relating to the treat-
ment of certain lump sums), as in ef-
fect before such date, shall not apply to
any amount received by or made avail-
able to any such employee under such
an annuity contract. For taxable years
beginning after December 31, 1963,
amounts received or made available to
any such employee under such annuity
contract may be taken into account in
computations under sections 1301
through 1305 (relating to income aver-
aging).

(2) Taxation of beneficiaries. If, upon
the death of an employee or of a retired
employee, the widow or other bene-
ficiary of such employee is paid, in ac-
cordance with the terms of the annuity
contract relating to the deceased em-
ployee, an annuity or other death ben-
efit, the extent to which the amounts
received by or made available to the
beneficiary must be included in the
beneficiary’s income under subpara-
graph (1) of this paragraph shall be de-
termined in accordance with the rules
presented in paragraph (a)(5) of
§1.402(a)-1.

(3) Life insurance protection. An indi-
vidual contract issued after December
31, 1962, or a group contract, which pro-
vides incidental life insurance protec-
tion may be purchased as an annuity
contract to which paragraph (a) or (b)
of this section applies. For the rules as
to nontransferability of such contracts
issued after December 31, 1962, see
§1.401-9. For the rules relating to the
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taxation of the cost of the life insur-
ance protection and the proceeds there-
under, see §1.72-16. Section 403(b) is not
applicable to premiums paid after Oc-
tober 26, 1956, for individual contracts
which were issued prior to January 1,
1963, and which provide life insurance
protection.

(d) Exclusion allowance—(1) In general.
For purposes of paragraph (b) of this
section, an employee’s exclusion allow-
ance for a taxable year is an amount
equal to the excess, if any, of—

(i) The amount determined by multi-
plying (a) 20 percent of such employee’s
includible compensation in respect of
such taxable year, by (b) such employ-
ee’s total number of years of service as
of the close of such taxable year, over

(ii) The aggregate of (@) the amounts
which have been contributed by the
employer for annuity contracts for
such employee and which were exclud-
able from the gross income of the em-
ployee for any taxable year prior to the
taxable year for which the exclusion al-
lowance is being determined, and (b)
the amounts of compensation exclud-
able from the gross income of the em-
ployee under section 457(a) (relating to
eligible State deferred compensation
plans) for any prior taxable year that
is taken into account as a year of serv-
ice under paragraph (f) of this section.

Compensation deferred under an eligi-
ble State deferred compensation plan
shall be taken into account as de-
scribed in subdivision (ii) of this sub-
paragraph even if the entity sponsoring
the eligible plan is not the employer
purchasing the annuity contract with
respect to which the employee’s exclu-
sion allowance is to be determined. See
paragraph (e) of this section for the
definition of an employee’s includible
compensation in respect of a taxable
yvear and paragraph (f) of this section
for rules for computing an employee’s
total number of years of service for an
employer.

(2) More than one employer. If, during
a taxable year of an employee,
amounts are contributed for annuity
contracts for such employee by two or
more employers described in paragraph
(b)(1) (i) or (ii) of this section, a sepa-
rate exclusion allowance shall be com-
puted with respect to each employer.
In such a case, therefore, there shall
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not be taken into account, in com-
puting the exclusion allowance with re-
spect to one employer, the ‘‘includible
compensation” received by the em-
ployee from any other employer, the
employee’s years of service with any
other employer, or amounts which
have been contributed by any other
employer for annuity contracts for
such employee.

(3) Amounts previously contributed by
the employer which were excludable from
the employee’s gross income. In com-
puting, for purposes of subparagraph
(1)(ii) of this paragraph, the aggregate
of the amounts which have been con-
tributed by an employer for annuity
contracts for an employee and which
were excludable from the gross income
of the employee for any taxable year
prior to the taxable year for which the
exclusion allowance is being deter-
mined, there shall be included all con-
tributions made by the employer for
the benefit of the employee—

(i) Which, under section 402(a) or sec-
tion 403(a), were excludable from the
employee’s gross income for any such
prior taxable year by reason of being
contributions to a trust described in
section 401(a) and exempt from tax
under section 501(a) or contributions
toward the purchase of an annuity con-
tract under a plan which meets the re-
quirements of section 404(a)(2) (whether
forfeitable or nonforfeitable); or

(ii) Which, under section 405(d), were
excludable from the employee’s gross
income for any such prior taxable year
by reason of being contributions to-
ward the purchase of United States
bonds under a plan which meets the re-
quirements of section 405(a)(1); or

(iii) Which were excludable from the
employee’s gross income for any such
prior taxable year by reason of being
contributions described in paragraph
(a) or (b) of this section; or

(iv) (a) Which were excludable from
the employee’s gross income for the
taxable year when made solely by rea-
son of the fact that the employee’s
rights to such contributions were for-
feitable at the time they were made
(and not for any of the reasons de-
scribed in subdivisions (i), (ii), and (iii)
of this subparagraph);

(b) With respect to which the employ-
ee’s rights changed to nonforfeitable
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rights prior to the taxable year for
which the exclusion allowance is being
determined; and

(c) Which were not, under section

403(d) and without regard to paragraph
(b) of this section, includible in the em-
ployee’s gross income for the taxable
year in which his rights to such con-
tributions changed from forfeitable to
nonforfeitable rights.
For purposes of subdivisions (i) and
(iii) of this subparagraph, all references
to provisions of the Internal Revenue
Code of 1954 and to provisions of the
regulations under such Code shall also
be considered references to the cor-
responding provisions of prior law and
regulations. See subparagraph (4) of
this paragraph for rules relating to the
allocation of employer contributions to
an employee where the actual con-
tributions are not allocated among in-
dividual employees; or

(v) Which were contributions to a
section 403(b) annuity contract for a
prior taxable year and which exceeded
the limitations of section 415(c)(1) ap-
plicable to the employee. See §1.415-
6(e)(1)(ii) for a more detailed discussion
of this rule. See also §1.415-9(c) for
rules relating to the treatment of cer-
tain contributions to a section 403(b)
annuity contract which are excess con-
tributions because of the aggregation
of the annuity contract with a quali-
fied plan.

4) Determination of excludable
amounts by allocation of contributions. If,
for any employee, the actual amounts
of employer contributions to a defined
benefit plan described in subparagraph
(3) of this paragraph are not known,
such amounts shall be determined
under the formula described in this
subparagraph or under any other meth-
od utilizing recognized actuarial prin-
ciples which are consistent with the
provisions of the plan under which such
contributions are made and the method
adopted by the employer for funding
the benefits under the plan. If the for-
mula described in this subparagraph is
to be used, the contributions made by
the employer for the benefit of the em-
ployee as of the end of any taxable year
shall be deemed to be the product of
the quantities described in subdivisions
(i), (i), (iii), and (iv) of this subpara-
graph. Such quantities are—
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(i) The projected annual amount of
the employee’s pension (as of the end of
the taxable year) to be provided at nor-
mal retirement age from employer con-
tributions, based upon the provisions of
the plan in effect at such time and
upon the assumption of the employee’s
continued employment with  his
present employer at his then current
salary rate.

(ii) The value, from Table I below, at
normal retirement age of an annuity of
$1.00 per annum payable in equal
monthly installments during the life of
the employee, based upon the normal
retirement age as defined in the plan.

(iii) The amount from Table II below
(representing the level annual con-
tribution which will accumulate to
$1.00 at normal retirement age) for the
sum of (a) the number of years remain-
ing from the end of the taxable year to
normal retirement age and (b) the less-
er of the number of years of service
credited through the end of the taxable
year or the number of years that the
plan has been in existence at such
time.

(iv) The lesser of the number of years
of service credited through the end of
the taxable year or the number of
years that the plan has been in exist-
ence at such time.

TABLE |I—VALUE AT NORMAL RETIREMENT AGES
OF ANNUITY OF $1.00 PER ANNUM PAYABLE IN
EQUAL MONTHLY INSTALLMENTS DURING THE
LIFE OF THE EMPLOYEE

[For taxable years beginning after July 1, 1986]

Ages Values

40 ...
a1
42
43
a4

45
46
47
48
49

50
51
52
53
54 ..

55 ...
56
57
58
59

60
61 ...

11.49
11.40
11.31
11.22
11.12

11.01
10.91
10.79
10.68
10.56

10.43
10.30
10.18
10.04

9.89

9.75
9.60
9.44
9.28
9.13

8.96
8.79
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TABLE |I—VALUE AT NORMAL RETIREMENT AGES
OF ANNUITY OF $1.00 PER ANNUM PAYABLE IN
EQUAL MONTHLY INSTALLMENTS DURING THE
LIFE OF THE EMPLOYEE—Continued

[For taxable years beginning after July 1, 1986]

Ages Values

8.62
8.44
8.25

8.08
7.88
7.70
7.50
7.29

7.10
6.88
6.68
6.46
6.25

6.03
5.82
5.61
5.40
5.20
4.99

NoTE: If the normal form of retirement
benefit under the plan is other than a
straight life annuity, the value from Table I
above should be divided by the figure set
forth below opposite the normal form of re-
tirement benefit provided by the plan:

Annuity for 5 years certain and life

thereafter ........c.covviiiiiiiiiiiininnan. 0.97
Annuity for 10 years certain and life
thereafter ........c..cocoviiiiiiiiiiiinnnnn, 0.90
Annuity for 15 years certain and life
thereafter 0.80
Annuity for 20 years certain and lifi
thereafter ........c.ccoovviiiiiiiiiiiiinnnn, 0.70
Life annuity with installment refund 0.80
Life annuity with cash refund? ......... 0.75

1The term ‘‘cash refund” refers to refund of accu-
mulated employer contributions, and does not refer
to refund of employee contributions only, often re-
ferred to as ‘‘modified cash refund”.

TABLE Il—LEVEL ANNUAL CONTRIBUTION WHICH
WiLL ACCUMULATE To $1.00 AT END OF
NUMBER OF YEARS

[For taxable years beginning after July 1, 1986]

Number of years Amounts

$1.0000
.4808
.3080
.2219
.1705

.1363
1121
.0940
.0801
.0690

.0601
.0527
.0465
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TABLE Il—LEVEL ANNUAL CONTRIBUTION WHICH
WILL ACCUMULATE To $1.00 AT END OF
NUMBER OF YEARS—Continued

[For taxable years beginning after July 1, 1986]

Number of years Amounts

.0413
.0368

.0330
.0296
.0267

(5) Election to have allowance deter-
mined under section 415 rules. Under sec-
tion 415(c)(4)(D), an employee may
elect to have the provisions of section
415(c)(4)(C) (relating to special limita-
tions for annuity contracts purchased
by educational organizations, hospitals
and home health service agencies)
apply for a taxable year. If the em-
ployee so elects, his exclusion allow-
ance is the maximum amount under
section 415 that could be contributed
by the employer for the benefit of the
employee if the annuity contract for
the benefit of the employee were treat-
ed as a defined contribution plan main-
tained by the employer. Thus, the ex-
clusion allowance for the taxable year
of an employee who makes the election
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